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EXECUTWE SUMMARY

The Preposals Under Conmderanon proffered by the Work Groups of the
Streamlined Sales Tax Project.are an excellent start to radically simplifying sales and use
tax laws and rules. Although most issues have clearly been addressed, there are three
1ssues that-apparently have not.. None of the Work Groups proposed rules that would
define what constitutes a sales tax transaction, and what constitutes a use tax transaction.
Further; the application of tax laws and rules to.invoice amounts rather than line item
amounts has not been dealt with. Finally, only the Work:Group on Tax Rates,
Registration, Returns and Remittances addressed notiﬁcatmn timeframes for all tax law
and rule changes 3 :

s The mstzmeny of Jon-W. Abolins, Chief Tax Counsel and Vice President of Tax
and Govemment Affairs with TAXWARE International, Inc., is intended to- bring these
issues to the attention of the Project, and to suggest changes to tax laws and rules that
would further its goal of sales and use tax sunphﬁcaﬂon The foilowmg specxf c
5uggestians are offered: - e _ S o

'« "'The Projeﬁt shculd prﬁpose leglslatxon that cleariy defines what constitutes
' a sales tax. transaction, and what constitutes a use tax transactlon ‘Sales
“tax -laws and rules should be applied if merchants have nexus with the
* ‘taxing jurisdiction(s) of their purchaser, and use tax laws and rules should
" be applied if merchants do not have nexus thh the taxlng Junsd:ctmn(s)

' of then' purchaser

e The Pro;eci should propose legislation that ehmmates all tax 1aws and
~ rules that require the aggregation of all items on an invoice; ai} such laws
~and ruies shou}d be apphed separately to each Ilne ftem o

"~ ® The" Prejﬁct should - prcpose legisiatlon that 1mposes ‘a sxxty-day :
notification period for all tax law and rule changes, not just changes to tax
rates and taxmg _}unsd:ctwn boundanes

Wltheut clanfyzng these issues, the Project is leaving three confusmg and costly
burdens on merchants and tax software providers.. : :




TESTIM{)NY

My name is Jon Abohns and Tam Chief Tax Counsel and Vice President of Tax
& Government Affairs with' TAXWARE International. T am respgnsable for; among
“other things, all tax decisions in-all of TAXWARE’s global transaction’ tax software."
TAXWARE’s Tax Department is charged with-obtaining transaction tax mfcrmanon
from Tax Authorities worldwide, and with analyzing this. information for placement into
oursoftware applications:: Jtiswith great excitement that Ireviewed the work done by
the Streamlined Sales Tax Project; its'commitment to proactwe}y assxst tax professmnais
by provxdmg tax mfmmatmn and anaiys;s is remarkable = SRR

The work aiready performed by the PmJect is both expansive anci ﬁmmugh but I
would like to call attention to the few areas that may not have been fully. addressed to
date. ‘These issues are: 1) laws and nilles defining what constitutes a sales tax transactmn,
and what constitutes-a-use tax transaction, 2) the application of tax laws and ruies te
invoice: ameunts and 3} nct:ﬁcatmn for aﬂ tax law and rule cha:nges e B

Fzrst the PI'OJ ect has :nat statcd zts pasﬁzon on. what constmxtes a saies tax
) transaﬂtmn, and W _Qt.censtltutes ause iax :_u'ansactmn Tkns issueis crltical in tha’t :
B _"ovarail taxes ck airged ona traz}sacnon wﬁl ¢ lower if the trans_ammn 13_513’93 ectto use
 taxes.. The issue xmpacts the Wark Gmup on’ 'ax Rates, Rﬁgl' tra, ion, | '

:.::_ﬁeu‘her adda'assad th__ _ sue dzrecﬁy ﬁ'_The Werk Grﬁup on Tax Raies, Regxstratien,

Retums and Remittances. aclmowledged in their report that thas is an issue that “could
create some complexities in audit situations,” but did not issue a ‘recommendation that

_ _addressed thesc cemplexmes Although the determination of this issue may seem

x it is not. In some sta;tes, fo exampic a re 'ote transactzon can be

" subject to sales taxes if the in.
geods siupped fmm aut-af-state are subj; ect 1o use taxés even 1f the erder is p}acad and

' .. Ex;stmg statutary and regulamry langﬂagc raraly

-purchaser and use tax laws and rules shmzici be appiwd if merchants 50 net have nexus
with the: taxmg Junsdwtmn{s) of the;r purchaser ' ' SRR R

Sﬁcond the Pm_;ect shonid cons;der modlfymg tax laws and ruIes that reqmre tax
calculations be performed using the invoice amount. Many states, for example, limit the
amount of local taxes that can be charged “per sale,” defining a “sale” as every line item
on an invoice, added together. In previous Project meetings, the Work Group on Tax
Rates, Registration, Returns and Remittances and the Work Group on Bad Debits,
Rounding and Seummg addressed this issue as it affects the rounding of tax liabilities.
Even so, the issue is not addressed in the Proposals Under Consideration. To accurately
automate tax laws and rules that require exempt products or services be separately stated
on invoices, all transaction tax technology must be designed to determine tax liabilities
line-item-by-line-item. Requiring further tax liability calculations on invoice amounts
forces merchants to spend more time and money on their billing apphcataens and
eCommerce billing solutions. Further, computer systems performing both invoice and
line item calculations operate at slower speeds. To further complicate the issue, some




states apply invoice calculations rules to selected products or services only. For all these
reasons, the Project should consider the elimination of invoice tax calculation rules.

Finally, notification rules should be created for all tax law and rule changes.
While the Work Group on Tax Rates; Registration, Returns and Remittances specifically
addressed notification of tax rate and taxing jurisdiction boundary changes, the rest of the
Work Groups were silent on'the issue. It is‘more difficult by far to discover, analyze and
implement a new or changed exemption or exclusion than it is to change the tax rate
charged. Fair notification provisions for all tax law and rule changes, including those
imposed due to an administrative or judicial decision, should be a component of model
sales and use tax legislation. The recommendations proffered by the Work Group on Tax
Rates, Registration, Returns and Remittances for notification of tax rate and boundary
changes should be applied to all future tax law and rule changes.

I would Iike to thank the Streamlined Sales Tax Project for the opportunity to
offer testimony on these exciting and radical proposed changes to the existing sales and
use tax system. The work you have done to date clearly shows that most Tax Authorities
are willing to work with industry to simplify the tax laws and rules that we all must live
with. As always, TAXWARE Intemnational is prepared to support your simplification
efforts in any way possible. Thank you.
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STATEMENT OF JOHN L. BUCKSBAUM
ON BEHALF OF THE
INTERNATIONAL COUNCIL OF SHOPPING CENTERS

Good morning. My name is John Bucksbaum, and I am Chief Executive Officer
of General Growth Properties, Inc., the second largest self-administered regional mall
real estate investment trust (REIT) in the United States. General Growth currently owns,
develops, and operates regional malls in 37 states. 1am here on behalf of the
International Council of Shoppmg Centers 0f which I am a member of the Board of
Trustees.

ICSC is the global trade association of the shopping center industry. Its 40,000
members in the United States, Canada and more than 70:other countries around the world
include shopping center owners, developers, managers, investors, lenders, retailers and
other. pmfessmnals ‘The shopping center industry contributes significantly to the U.S.
economy. .In 1999, shappmg centers in the U.S. ‘generated over $1.2 trillion in retail sales
and over 547 bﬂhon m state saies tax revenue and empioyed over 11 million people.

I appremate ﬁns oppertumty you have gwen me to pressnt my views, and those of
ICSC, on sales and use taxes. T would first like to applaud the organizers and members of
the Streamlined Sales Tax Project, including the National Governors Association,
National Conference on State Legislatures,. Federation of Tax Administrators, Multistate
Tax Commission, and the various. partmpanng states. We believe that simplification and
unification of our nation’s averly complex and burdensome state sales and use tax system
is an important step in gettmg legislation ‘enacted that- will level the playing field for all
retailers. We support your efforts in developing a simplification proposal — one that
: __._hopefuliy Congress will accept as part ofany overall package that wauid aliow states to
collect sales. and use taxes on remate electromc salcs B

My testimony today does not spamﬁcally address the various components or
details of creating a simplified sales and use tax system. Instead, it addresses the need for
Congress to enact legislation that would permit those states that simplify their sales and
use tax systems to require out-of-state retailers to collect such taxes on their behalf,

Simply stated, we believe that all goods, regardless if they are purchased over the
Internet, via catalog or in traditional retail stores, should be subject to the same state and
local tax collection requirements. One form of commerce should not receive preferential
tax treatment over another. Unfortunately, existing tax law is structured to favor
electronic commerce over sales made in local retail stores.

Contrary to popular belief, it is not the existing moratorium on Internet taxes that
precludes states from requiring out-of-state retailers to collect sales and use taxes on their
behalf. Instead, it is a 1992 Supreme Court case, Quill v. North Dakota, that held that
remote mercha.nts are not required to co“ilee,t saies and use taxes for states in which they
-do not have a substamlai physzcal presence or “nexus”. The moratorium — which expires
in October 2001 — applies only to access charges and new, multiple and discriminatory
taxes on electronic commerce.



; W¢ do not $uppa:tt the e:nactment or nnplcmentatwn of Intemet access charges, or
new, multiple or discriminatory taxes on electronic commerce. Instead, we believe that
existing sales and use taxes should be collected uniformly on all types of retail sales: - The
taxes which states should be able to require remote sellers to collect are not new taxes.-
Instead, they are existing use taxes which buyers are currently obligated to remit to their
state and local governments. However, as a practical matter; most zndmduals are ezther
- unaware of thelr tax obizgatlons or. sunply de not bather to compiy G

B We suppozt clecm}mc commerce. and beheve 11 shouid be fcastered In fact many
‘traditional brick-and-mortar retailers are incorporating Internet commerce into their
businesses in order to: obtain new customers and better serve existing ones: However, as a

-matter.of fairness and: sound tax policy; Internet-based retailers should not receivea
competitive advantagc over traditional brick-and-mortar merchants szmply because
electronic commerce is anew and growing form-of transacting business. - S

The inequitable:; 31tuat10n that tradltaonal reiaﬂers find themselvr:s in is very ciear
- 10 most Americans. Tn: fact; a few: ‘months ago; ICSC commissioned Wirthlin Worldwide
to survey Americans.on this i issue and found that two-thirds of them believe:it is unifair to
require brick-and-mortar retailers to collect state andlocal sales tax without requiring
Internet-based retailers to do-the same. In an Hlinois statewide poll conducted by Market
‘Shares Corporation released this week; over three-quarters of all respondents agreed that
itis. unfaxr to 10(:31 basmesses that sales tax 13 not. coilected on Intemet purcha,ses

The reahty 18, as more and more Amencans go onhne to purchase goods, the
competitive tax advantage that Internet-based retailers enjoy will negatwe}y affect many
local retailers, shopping centers (including my own) and their communities in the near
future. Not only will traditional retailers sell fewer goods; but their employees will suffer
.. fromreduced working hours,: wages or layoffs.” In fact, 62% of those polled by Market

ﬁShares Ccrpf:aratmn believe that some local busmess : Lhe senousiy harmed and Jobs
will be lost as more people shop on the Internet. TR -

- ...In addition, state and.local governments could-experience a decrease in sales tax
revennes that provide essential public.services such as. education, police and fire’
protectmn and-road repairs. Governments that-rely-heavily on sales tax revenues to fund
key programs could potentially: face severe budget shortfalls. When. erkh}m Worldwide
surveyed Americans about this scenario, they found that-a majority (55%) believe that -
reduced sales tax revenues would cause state and local governments to either raise other
taxes, such as property taxes, or cut state and local programs. 69% of the Iiilnozs
residents poHed by Ma,rket Shares Corporanon feh thc same way P

If iocal pmperty taxas were tﬁ be mareased it would eniy add ta ‘fhe cempmtwc
dlsadvantage that-traditional retailers have compared to Internet-based merchants. Not -
only do traditional retailers have to collect sales taxes on purchases but they'would then
be forced to make up for lower overall sales tax revenue in the form of higher property
taxes. . As we all know, higher cpc:ranng casts, mciuémg pmpeﬁy taxes, ﬁﬁen resuit m

.higher prices to consumers. - o ) e



- .docal govemments are currently en

Fuzthermcre, if. govannnﬂnts cie(:lde ta increase sales tax rates to make up for lost
revenues, lower-income individuals would be particularly vulnerable to paying a hi gher
share of their income on sales taxes since they-are less hkely to 'own computers and
. purchase products on-ime The Wirthlin Worldwide survey: fﬁund that Amencans
ovamheknmgly agree (62%) thai this sﬁuatlon wauld be unfaxr = R :

: {)uz' crmcs asserx that eiectromc cemmerce isanew and crmmng mdustry and
therefare, should not be:saddled with “‘old world” sales tax collection requirements. They
say we should not kﬂl the goose that lays the golden egg. Our response is that, while
-electronic commerce is-a grewmg and important part of our'economy; subjecting it to the
same sales tax collection requirements that traditional merchants have been subject to for
. decades would not: haxm its growth or: vitality.. Eieﬁtmmc commerce: will continue to:
flourish, regardless of whether-or not sales:and use taxes are imposed onit. In fact; enly
35% of those Illinois residents surveyed by Market Shares Corporation believed that:
collecting sales. tax on Intemet purchases would slow: the gmwth of the Internet or the -

u. S eco:mmy

. ’I‘hese cnucs aism ciaa n thi forcmg Intemct retaﬂers tﬁ cmliect saleg and use taxes
: 'fcr the thousands of state and. kacal taxmg _mnsdlctmns aeross the country would be too
burdensome on electronic commerce and cannot be done. We agrce that all busm::sses
_aspecmﬁy small businesses, should not be overburdened by sales’ tax collection
requirements and that state and local governments should work to simplify their saies tax
systems: However, relatively inexpensive software ¢xists today that can assist electronic
retailers in determmlng how much sales and use tax needs to be coliected on their out-of-
State Sa]_es : . S4 ; TR Iy i - Bl .

: --: ﬁ Anether argument made by our crmcs s that states; ar;d isacahtxes are ﬂnsh thh
: _cash and do-notneed to tax electronic commerce: | Whileit:is true that most: state and

: ‘economic prosperity will last forever. In fact, some states, SBCh as Kenmcky and
Tennessee, are currently expenencmg budget dxfﬁcu]nes AR AT '

It is important to reiterate that: the shoppmg center mdustry does not oppose the
actuai substancﬁ of the current moratorium - its ban on Inzemﬁt access charges and new
multiple and d;scnmmaiory taxes on: slectrem:: commerce. However, we strongly
believe that the longer the moratorium'is’ extended; the more difficult it will be. fer
Congress to level the p]aymg ﬁeid for all reta;icrs wﬁh rcgard to sale:s and use tax
coﬁecﬁon L st i 2 R : R

That is why we support legislation that, in addition to providing for a short-term
extension of the moratorium, would give those states that simplify their sales and use tax
systsms the: authanty 10 raqmre remote seilers tc ceilect and remzt use taxes Yﬁm‘

Om;e agam, I wouid iike to t?zank 1he Strfzamhned Saies Tax Pre;ect for ali of its
work and for allowing me to express our views on this very important matter. ‘Twould be
glad to answer any questions you may have.

10

_’ng bndget surp?uses, there isno guarantee mat thls e o
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NATIONAL ASSOCIATION OF REALTORS®
“Testimony of C. Michael Bréﬂie_ before the
Stré’affihl'ined- Saijés::-:.'.l?:ﬁx Project

Sheraton Gateway Suites O’Hare
Rosemont, Hlinois
‘September 29, 2000~ 9:00 am

1. Intrnductmn

Hello, my name is Mike Brodie. Iama REALTGR@ from Plano, Texas. I would hke to thank

: ihe Ce»Chazrs of the Streanﬂmed Saies Tax Progect Mr Char]es Celims and Ms 3 Dlane Hardt .

as wsil as members of the Stcenng Cemnnttee fc;r m’vztmg me hf:rc I ap;)ear here today : no '_

| b;ha}f of thf: NATIGNAL Assocm*mN OF REALTORS@ (NAR) where _ _' pzesem;y serve.on

the Board of Directors, the Executive Comm:ttee and as Chair of the Int et Tax ‘Workmg

Group. NAR represents 760,000 real estate professionals engaged in all: aspeats af the real estate
husaness. About 80% -af our membﬁrs are resxdenhai sa-ies:agents _a.nd -brokc__rs, a_nd a_bo_ut 20% of

our members are pnnca;;aily engaged in connnerma} brok;erage, leasmg and: management

Durmg my assec:azwn wzth NAR, I alsa have served as Reg:cnai Vzce»?reslde , Na pal’
President of the Res:dent;ai Sales Councﬂ and as Past Chazrman of the Reaiters Natwnai
Marketmg Insntutc Currenﬁy, Iam servmg a 6—year appomtment to the Tﬁxas Real Estate

Commiss;on. '

2. NAR Internet Tax Working Group.

In February of this year, the }’resident of NAR, Dennis Cronk, asked me to serve as Chair of the
Internet Tax Working Group. This group was convened to study issues associated with the
debate on “Internet Taxation.” My initial reaction was that no one — especially REALTORS® ~
wants to tax the Internet. However, as our working group studied this matter, we soon realized

that the main issue was not whether to tax Internet access, but whether state and local sales taxes

12



could or should be collected on purchases made over the Internet: First, I will address:our:+

position concerning taxation of Internet-access.: -

3."NAR Oppeses Taxation of Internet Access.

Let us be clear from the stért: The NATIONAL ASSOCIATION OF REALTORS® does not'and
will not support any tax that would impede free-access and use of the Internet. While this
principle is becoming widely accepted, it is still important to-understand its implications. For

REALTORS® and our clients, Internet usage is very important.

. S}xty~two percent (62%) of all REALTDRS@ use thc Internet for busmess today Also,
Lol seventy-two: percent (72%) ¢ of real estate firms and fifty»seven (57%) of REALTORS®
generate at ieast some of thezr busmess onwhne S

. Our customers a%so are usmg the Inzemet Of our chants who use the Intemet in the
~-homebuying process, eighty-nine percent (89%) go online to find a real estate firm;
eighty-seven percent (87%) leok for a Speczﬁc REALTOR@ and exghiy-ﬁvo percent
.. (82%;) preview-homes. = =0

. *.. The Internet is making the-home-buying transaction more efficient. ‘Homebuyers using
the Internet spend about half the time finding a new home as do other buyers. On the
. average, homebuyers who use the Internet tour four properties before making a buying
decision; thls is compared to tradmonal hemcbuyers whu tcur an average of e:ght

_ propertles

merq"ore NAR oppases tize tmposztzon of sales/use taxes on Intemet access charges Cltizcns
are not taxed upon entering their k}czﬁ hbrary or mail Taxmg access to the Internet would be

discriminatory.

! "Real Estate and Technaiﬁgy Ecpozt by the NA’I’IONAL ASSOCIA’HON OF REALTORS®
November 1999, -

2 "AProfile of an Internet Buyer." A survey by the California Association of REALTORS, August
1999,
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NAR supports a level playing field for both local in-store retailers and remote merchants
(including Internet merchants). We believe that economically equivalent transactions should
bring similar tax consequences. Exempting Internet purchases from state and local sales taxes .
would be-unfairtoboth: -

~a. Local merchants; and..

b.. Homeowners-and other holders of real estate. ..

a. T ax—ﬁ'ee Internet Durchases wou[d be g_fgzr fo laca! merchants Ii dncsn t take a
- -rocket scicnt:st to: ﬁgm out thaz cansumﬁrs wouid prefer net to pay saies taxes But this
is not tht: issue. Ifwe ailow Intcrnct seliers to cffer tax- free goads but requxre our iecal
-.merchants 10 coﬂect saies taxes we encour#ge a: basu: econermc shxf‘"t in consumer
behawcr That is, consumers wﬂl mcrcasmgly makc purchascs mn cybcrspace —not from
-their local merchants Wedonot beheve xt is ezther fau' or. economwaliy rcasonabic o
: :exempt Imemet seiiers from coliectmg the same saies tax: that our: 3aca¥ mcrchants must
. “ : charge and ceﬁect 1n addztwn to mcreasmg the cost of goods sold thls alse .
. :dasadvaﬁtages our 2oca1 merchants who must incur adnumstmnve costs assocx#téd watﬁ

the coHecnon and rem:ttancc of these taxes.

Our local merchants provide value and services to our communities. As a REALTOR®,

I sell homes AND communities. I would have a very difficult time selling a house that

does not have a roof; I also would have a very difficult time selling a house that is not
supported by the services and products offered by local merchants. You might see this as
a g:ross exaggeration However thzs is thc path that hes befere us, 1f we contmue to favar

Internet seilers over thcﬁe storeowners that serve tmd are a par’: of our communities.
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b.: Tax-free Internet purchases would be-unfair to homeowners and other holders of real

westate:: Why would tax-free Internet purchases be unfair to homeowners? NAR is

concerned that erosion of state and local sales tax.collections will force state and local
- governments to seek to expand their sales and use tax bases.: If; as predicted, tax-free

- Internet purchases erode sales tax collections (and losses of sales tax collections of up to

$11:Billion have been predicted by the year 2003), state and local governments certainly

will have to: ...+
(i) Reduce funding for government services, -
{ii) Increase alternative revenue sources, or
- oili)- - Expand the sales tax base.
* * * % *

(1) Reduce funding for government services? A reduction in government funding

- -translates into-a reduction of government services. A-decrease in government
: semccs transiates mto a decrease in the value Qf a c;mnnumty, and fmaily,
--de::rease in the vaiue of a; cmmnumty translates intoa dcsrcase in the vaiue of

- real estate.. Decreases.in state and local government services; such as education

and highways, could have a direct and negative impact upon desirability and

value of certain neighborhoods.” This causes us great coneern. . .

3 Accordxng to the US. Census Depamm:, the four. ]mgest direct expendimres made by State and

local governments during 1996 were:
. Educaion - b e $399 Billion
| Weltare v ' " $193 Bilion
Highways $79 Billion
| Hospitals - L “$71 Bﬁiion
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iy Increase @ lzemarzve revente sources?  While wg are’ very concemned with the

“results of decreases in government services, we are:even more concerned with
= the inevitable pressureo increase other taxes.* '-}’hat.-is',_ a§"-'saics {ax revenues
v decrease, szate_:':;ahd: local governments will-.certainly 1{};51’( io:repiacc these
-+ revenues fromy other sources. Gowrﬁméﬁts then would be pressured 10 increase
+ its other revenues, such-as real estate taxes. NAR strongly opposes any increases
in real estate taxes: High real estate taxes place an undue burden on'the

acquisition and-ownership of real estate.. -

- (m) Exgand the sales tax base? 'I‘ms, in fact, could: bc the mast volatile 9f all
3 __-the xssue:s As sales tax revenues dccrease will state and 304:&1 govemments look
to tax othcr pu:chases? Purchascs- of medxcme, foed, medwai care, and services
— such as REALTOR® fees ~ all represent targets for an expanding sales tax
+‘base.  NAR is ‘particularly opposed to'any expansion of the tax base that would
: c-tax:thecost of serVicés,t is'uchhs*-zitEALTOR@ fees, and other:costs associated
= -__wath thf: purchase and saie of real es:ate H1gher rea’i estate taxﬁs would increase
not oniy the cost of rea} estate, but also the cash payment reqmred to c}ose - -

~-which for-some buyers is more critical than the actual purchase price.

4 According to the US. Census Department, State and local governments collected taxes of $689
Billion during 1996. These top three components of this revenue ‘were: R

Sales taxes $249 Billion - | 36% -
[ Real estate/ property taxes T $209 Billion -~ 30%
. [ Tocome taxes T S0 Billion 6%
| Orher taxes | $53 Billion _ 8%
{ Total $689 Billion 100%
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A chain of related events leads NAR to support to:state sales and use tax simplification: If sales
tax collections decrease state and iocal gevemmems will (1) seek addmonai forms of revenue, (ii)
decrease govemment semces or (m) expand the exsstmg saies tax base Any of these results
would adversely impact REALTORS@ and reai esiate We believe that states should be
permitted to collect sales and use taxes on purchases made by 1‘{5 cmzens without regard to the
medium of purchase. However, it would not bc falr or reasonable to require a small Internet
me_rr_:_l_a_az_at__tfa collect and remit sales __tg;;egfgr all s;g_tc__zgm_ii_lqcal__.gover_z_a_rx_;engs unless the sales tax
systems.are--substantia}1§.gre;amiined and simplified.. Therefore, we.support the simplification of

" the state and local ‘sales tax systems — which is the goal of your project.

6. Conclusion.

We comphment you on the time and effort you have expended on this 1mpor1ant task. We
recogmze thxs work is very dzfﬁcu}t tzme-consummg, and net wzthont substannai pohtmai
complications. However, as you continue toward completion of your Streamlined Proposal, we
“are confident that we dan coorperate to sxmphfy the sales tax systems Thank you for mwtmg us

to work wzth you_on th:s crmcal pro;ect _ | o _

At this time, I will be pleased to address any questions you might have.
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NATIONAL ASSOCIATION OF REALTORS@
_ Internet Tax Pol:cv -
Adopied hy the NAR Baard of Dxrectors _

May 22 20{39

While the NATIONAL ASSOCIATION OF -iiEAi’i‘bﬁs@as'?miy opposed to unnecessary or
“discriminatory taxation in-any form, NAR is very concerned with the potential for increases in
state/local real estate and property taxes that might result from cxemptmg Internet purchases from
state and Iocai sales aﬁd use taxes Accerdmgly, NAR adopts the fellowang statements as its

Intemet Tax poimy

1. No stateflocal sales/use taxes on Intemet access fees NAR opposes thc 1mposman of

sales/use taxes on Intemnet access charges b

_ :RATIONALE NAR believes that access to the Internet should be unfettered by state and
local sales and use taxes. Citzzens are not taxed upon entenng thmr iocal 1zbmry or mall
' Taxmg access o the: Internet would tend to bea d:scmmnatory tax dzscauragmg use nf e

the Internet in favor of Iocai bncks and moriar busznesscs and’ famhtaes

18




NAR supports alevel playing field for local in-store retailers:and remote merchants (including
Internet merchants). NAR believes that economically equivalent transactions should bring

similar tax consequences.

RATIONALE: NAR believes that loss of revenue due 1o failure to collect sales tax on
goods sold over the Internet is likely to place pressure on state and local governments to
- find replacement revenue in the form of increased: .
» real estate and property taxes
s income taxes .
» transfer taxes

» impact fees

NAR believes this shift in the tax burden would cause housing to be less affordable for
many potential homebuyers. NAR also is concerned that the erosion of state and local
sales tax collections will encourage state and local governments to seek to expand their
sales and use tax bases. In this regard, NAR is firmly opposed to any expansion that
would impose taxes on the cost of services, such as REALTOR® fees and other costs

associated with the purchase and ownership of real estate.

3 Slmghﬁcation of State/Local Sales/{} se 'I‘axes NAR supports effmts to szmphfy the

coiiectmn and paymem of sales/use faxes.

RATIONALE: NAR believes that economically equivalent transactions should bring
similar tax consequences. Therefore, NAR believes that state and loca] governments
should be able to enforce existing sales and use tax laws for both intra-state and inter-
state purchases. Howevef, in order to establish an effective and simple means of
collection of these taxes, NAR believes that state and local governments first must
simplify their existing state and local sales and use tax systems.

4. “Internet Tax” Legislation. Federal legislation should not preempt states’ efforts to address

their own sales and use tax issues.
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- RATIONALE: NAR believes the key issues associated with the Internet Tax debate .
affect state and local: gsvcmment revenues.: Accordingly; we believe state and local .
legzslatave action:is appmpmate and-we encourage state legislative action that would: -

» Ban sales tax on Internet access fees;
» Provide ccnszstent sales tax consequences for economically cquwalem transactions; and

e - Simplify sta’te/k}cal sales/use taxes

Therefore, we do not support Federal legislation that — without consent and participation
of state governments ~ would preempt states” efforts to address their own sales and use

tax issues consistent with these NAR statements of policy.
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2 NATIONAL ASSOCIATION OF REALTORS®

Ovnership of Assets by Income and Age

Percent Owning (1998}

All Families
Income

Less than $10,000
10,000-24,990
25,000-48,999
50,000-99,858
100,000 or more.

Age of head
Less than 35
35-44

45-54

55-64

55-74

75 or more

Stock

o 4B:8%

T
C24.7%

52.7%
74.3%

= 91.0%

0%

56.5%
-+ 58.6%

85.9%. .
4286%

29.4%

Retire Acct

48.8% -

 5.4%

54.2%
73.5%

. 88.6%

398%

59.5%

59.2% ..
58.3%

Source; Federa! Reserve Board, Survey of Consumer Finance.

“25.4%

481%
16.7%

Home " *~
o BB.2%

34.5%

sy

68.2%
85.0%

.- 93.3%}

aaon
67.1%

- T4A%
. 80.3%]

T Ug.5%
77.0%

e

" “Stoek
© 25,000

. 8,000

35,700

56,000

4000

11,5001
150,000
7000’
38,000
47,000

60,000

@

@ A N :-.j

mwenee

Median Value for Owners {1998)

‘Hatire Acct”
24,000

7,500
8,000

46,800

30,000

S 3o
31,000
- 93,000 -

24,000
34,000

38,000

$

R R

. AR B A s

* Home -
100,000

51,000
71.900
85,000 |
130,000 §
.. 240,000

84,000
101,000
- 120,000
110,000
95,000 | -
85,000 |
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[EXHIBIT “C"}

NATIONAL ASSOCIATION OF REALTORS®

Fha Tﬂi’-Nﬁﬁs-*ﬁh3‘-33:2160\#3&?531? '

. Hame is the 1argest assai fer most famﬂies

o 40 In 1998, 66% of households own a hame while oniy 49% own any stock, either -

directly or indirectly.

o .  Median value of home for owners is SIGO 000; whﬁe median value of stock L
s hoidmgs in only 325 QGO (1998) e

.. 'Hnusmg weaith is more eve‘n}y dzstnbuted BCToSs the income dxstnbutmn than any
other asset, except for vehicles. The Federal Reserve Board reports that the _
. -wealthiest 1% of households own 43% of all dn'ect stock holdmgs, but only own 9%

. of all value of personal residences.

' 0 Althaugh minority househoids have ic;wer homeownershxp rate for those that do
o ‘own, their hnme is aneven la:rgar share af theu' wealth than for majonty
_ households. - .- : o
. Homeownership rate of mmomy househoids in 46 8% compared to 71 8% for
..white households in 1998. . : S PR

. Although homeownership declines with income, for those that do own, their home is
an even larger share of their wealth the lower is household income.
¢ For households earning less than $10,000 annually, less than 8% own any stock,
direct or indirect, while 34.5% own their own homes.
. For hcuschc}ids _earning less than $10,000 annually who do own stock the median

valua of steck heidmgs is'only $4,000, while those: homeowners cammg less

*than $10 000 have a median home value of $51,000:

. For much of the current elderly their largest source of retirement wealth is their home.

+ In 1998, 77% of households aged 75 plus own a home, while less than 30% own
any stock, either directly or indirectly.

¢ Median value of home for owners aged 75 plus is $85,000; while median value of
stock holdings in only $60,000 for those who own stock (1998).

. High Stock Market masks many losing stocks while most housing markets share in

national gains.

¢+ Ofthe 138 MSA monitored by NAR, only 12 displayed a decline in median prices
from 1998 to 1999. The worst performing housing market lost only 7%.

¢ Ofthe 374 TPO’s issued between June 1999 and Apnl 2000, 99 are trading below
their issue price as of April 4, 2000 (that 1s they lost money), with an average
decline of 36%.

¢ Of'the 1,000 stocks tracked by the Wall Street Journal’s Shareholder Scoreboard,
442 display a negative return for all of 1999.

Streamlined Sales Tax Project Public Hearing

22



Testxmony of Merle Buff

Vlce Presxdent Tax Counsel, American Express Company
September 29, 2000

© - My name-is-Merle Buff and T am Vice President - Tax Counsel for American
Express Company. I'would like to start by thanking you for the opportunity to comment
on your-proposal to streamline thesales tax system:.: I would also like to commend the-
Project for a proposal that does miich to achieve a fairer and simpler sales and use tax
system. Your work achieves this result while taking into account the important policy
conszderat:ons that need to be addressed m hght of the vast changes bemg proposed

Hawever there 15 one aspect of the pmposai where I believe that faimess and -
---ovemdmg policy considerations have not been taken into account, namely that relating to
bad debts. I make this.comment based on'what I consider.to'be the essence of a saies tax
- that it 15 a tax ‘on the consumer or ultlmate purchaser S

_ An earher draﬁ of ﬂns propﬁsal exphcxtiy stated that thc refzmd of salestax on -
bad debts was only available to:a-vendor - that an assignee or purchaser was not eligible.
While that explicit reference has been deleted from this draft, the current language would
still deny a refund to a subsequent purchaser or assignee. The proposal (at page 65)
states that a bad debt should bé tied to the definition under Internal Revenue Code

- Section 166, but that excluded ﬁ‘em that deﬁmtmn are debts sold or asmgned to thm:i
pamcs

:The deﬁmtmn just-quoted would cffect a s;gn;ﬁcant change in state substantwe
.law by arbitrarily denying businesses the right to determine rights and liabilities under = -
- contract and assignment law. Tt is contrary to existing laws in many states. For example,
Georgia, Texas and California have statutes specifically allowing refunds related to
assigned paper and other states allow it-even in the absence of a specific provision. The
change proposed by the Streamlined Sales Tax Project would effectively repeal those
laws, resulting in an expanded tax base and an inéquitable result for business. A change
of such magnitude is outside the purview of the Streamlined Sales Tax Project and should
be considered at the individual state level.

In the Puget Sound case, the Washington Supreme Court spoke on the
considerations favoring the assignability of tax refunds when it stated the following - "An
important policy reason for permitting the assignment of a tax refund claim is to ensure
that commercial paper continues to travel freely in the marketplace. If this Court permits
assignment of certain contractual or statutory rights, while prohibiting others, parties to
an assignment will be unable to determine what rights and liabilities transfer in an
assignment. This dilemma will only breed inconsistencies and uncertainty into the law of
assignment."”

I do not believe it was the intent of this Project to effect any substantive changes.
If that is true, the Project should leave current law unchanged.
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‘However, this Project has the opportunity to go beyond _]ust leaving current law
unchanged. This Project could propose the-only "right” answer in terms of equity and
fairness, namely that third party assxgnees and purchasers be able to get the beneﬁt of the

bad debt refund provision.-

This is a simple matter of nght and wrong The essence of a sales tax is a tax on
the ultimate consumer - so, if the consumer doesn't pay, the states should not be able to
keep the money:: The states are enjoying a revenue stream from sales taxes remitted by
merchants when the consumer does not. ulhmateiy pay the tax.. That is.-wrong. With
respect to this revenue stream, the states are being unjustly. ennched at the expense of
busmcss That is. wreng thie the stams have come to re;iy on thls source. of revenue, it

Most states mcludm g the Stremnhncd Saies Tax Pro;cct pmposai {at page 66)
allow the vendor to recover sales tax paid on debts that become worthless. This: type of
provmcn zecogmzes that the consumer has not paid the tax: ;md the state should gwe back
_ un}ust resuit that occm:s when a v&ndcr pays sales tax up fmm ané the consumar fa;ls to
payits debt, there would appear to be no overriding policy for arbitrarily hmztmg refunds
~ toonly.those who ﬂngmaily sold the property. In fact, and as noted by the court in Puget
" Sound, any other rule is mcqmtable and entitles the state toa. ﬁnanczal wmdfa}i merely
benauseanasszg,nmcnttoekpiace b T e S

The pa:mczpams in tins Pre3 cct have spf;:nt an: mcredlble amanm af tzme commg
up with a proposal to restructure our sales/use tax systems so.that the right result can be
achicv_ed For many years, the states have not been collecting sales:taxes on remote sales
- taxes that they were certainly entitled to as a matter of law (through the use tax). That is
wrong. Even if the states have not come to. re:iy on t?tus sales!use tax.as. part of than'

s ;;revezme stremn, i is stzll Wreng

Hopefuliy, thmugh the work sf thJs Pro;ect, that wrong wﬂl be corrected by anew
system that.encourages fuller participation. Iwould suggest that; in working to make the
 sales/use tax system more equitable, that consideration be given to refunding sales tax -
whenever it can be proven that the ultimate purchaser didn't pay If the essence: {xf a safes
tax is atax on the consumer, that would be the nght answer. s

Footnote: At this pubhc heanng, the above testzmony is bemg ngen only on bﬁhaif of
American Exprcss Company S SR : : : _
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Supplemental Information for Merle Buff

American Express Company

90 Hudson Street, 7" Floor

Mail Drop 32-07-08

Jersey City, New Jersey 07302- 3996
(201) 209-3578 T
merle.buffi@aexp.com
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before tﬁe
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STATEMENT OF JOE BROOKS
COUNCILMAN, CITY OF RICHMOND, VIRGINIA
. ... on behalf of _

THE NA‘!‘IBNAL LEAGUE OF CITIES
" - co oo before the o : :
TH& STREAML!&EEI SALES TAX PRGJEGT
FRIDAY, SEPTEMBER 29, 2000
CHICAGO, ILLINOIS

Good morning. Thank you for the opportunity fo share local perspectives-on the process
of simplifying state and local sales and use taxes.. I am Councilman Joe Brooks of -
Richmond, Virginia; and I will be speaking on behalf of the National League of Cities,
which represents 18,000 municipalities across the nation. 'NLC generally supports the
work of the Streamlined Sales Tax Progect but has some concern about protecnng local
authonzy in those states Where cltles admxmster the:{r own saies tax systems

Ali of yau are famﬁiar wn}l the commumg dﬁ’batc n Washmgten over. what zf any,.
taxation should be authorized on sales transacted over the Internet. Among the legislative
proposals before Congress, the House has passed a five year extension of the current
moratorium ﬂnposed by the. Intemet Tax Freedom Act, multiple bills-have been. .
introduced in the Senate, and others are being negotiated that would allow the fcderai
government to preempt the authonty of states to determine their own tax systems and
_.structures. All of these bills and proposals would make it difficult or impossible.for cities
ina numbcr of states to mamtam their home mle ep’i;lcns to set. and collect local taxes.

L hese proposais ra:se concems wnh mosi cmes for a vanaty Gf rf:asons

. Some wonid preempt the nght of locai govermnems wzth locai cvptmn aﬂthenty to
determme thexr own tax rates and bases, and to admimster and collect their k)cally

. :'Others would rcqmre cach state to cstabhsh a umfmm tax rate (one rate pcr state)
. base, and deﬁnmons, and mmp}lﬁf:d aundit and bad debt procedures etc;. :

e States could demde not to remit the 1051 }ocal tax revenues to IocaI govemments aﬁer
elimination of the home rule optzon, e ERTRINEE - : -

.. ._'-They wauid m’zpose one-szza—ﬁts-ali” solutions on the collection:of use taxes on
. remote sales, prohibiting states and localities from employing various approaches to
tax simplification including the use of technology to facilitate collection; and-

¢ They would prohibit and/or short circuit state and local joint efforts to develop fair
and equitable use tax collection strategies without federal preemption,

Streamlined Sales Tax Project Public Hearing

National League of Cities’ Testimony
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Page Two

By way of background, the seven pubhe mterest graups of the *“Big 7/US Alliance,”
representing state and local governments, developed a joint statement of “Principles for
Makmg Electronic Commerce Fair and Modernizing the Sales Tax System for the 21
Century” for submission:to. the Advisory. Com:mssmn on Electronic Commerce in
September 1999, . e

The four key principles endofééd:ﬁ?siaté and local government groups are as follows:

» Competitive neutrality which would reqmre that all sales transactions be treated
-‘equally so that remote vendors are: no ionger treated asa’ “protected class” receiving
preferential tax treatinent at the expense of local brick and mortar imerchants. True
- tax fairness would estabhsh a level playing field among businesses; promote equity
'amoag;ali Amencan mxzsumers, and help preserve mvestment m our commumnes

. Congrass, under its Cemerce Ciause autlmnty, shauid auth{mzr: states and iecai
govennnems to require remote. sellers with:no physxca% presence in a state, to coilect
use taxes on guods so}d mm the state a:nd mmt them te the state of the purchaser -'

. Our system of federahsm sh{mld not’ be weakened by federal preempuon of the
authority of state and lacai govemments or t’hezr ablhty ta detenmne their owr; tax
_-poilcws S . S :

" The e-Commerce Camxssmn should encourage ; ‘states and iocahtzes to continue thcn'
“cooperative efforts to reduce the complexity and compliance burdens currently
imposed by exmtmg sales-and use tax systems on remote sellers, and suggest that
' ish 1o investi gate and test. approaches that promote greater

] uni Y, provide mcentaves fer voiuntaa‘y seHers, and otherwxse
'reducc ihe bu’rdans ef tax co!leﬁtmn R

’I"he ﬁnai recommendatwns cf the Advxsory Cc:mmzssmn on Eiectromc Commerce were
disappointing and not a reflection of a majority of the commissioners. If the Adwsary
Commission’s actual recommendations were to become law: through current bills under
consideration, they would pose one of the most devastating forms of preemption inour
natmn s hlstery, totaily erodmg state and iocai government sa}es tax revenues.

Smce the Comm;ssxon 1ssued its ﬁnai report last March the Streamimed Saies Tax -
Project has begun developing recommendations to improve sales and use tax systems for
both Main Street and remote sellers and for all types of commerce."We know the project
expects to:create.a new: system, providing a level playmg ﬁeld for all vendors whmh can
be used by beth interstate and-intrastate vendors, - . P
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National League of Cities” Testimony
Page Three

While the goal of this project is laudable, we caution you that many cities will oppose
your efforts if the new streamlined system does not permit local option sales taxes that -
are essential to fund: co:mtnumty and economic- deveio;:ment pubhc safety, and other
munzcxpai needs i RIRRE S : s o

NLC is piaased that 27 states are acnvcly pammpatmg in the project. due to state
legislative actions or executive orders signed by the:governors. This degree of
involvement is an impressive indicator of the importance of the project’s potential. You
have demonstrated to the nay sayers that more than half the states can work together to
accomplish simplification of their tax:systems, and that another 12 states are attending the
project’s meetings as observers.. NLC and:other local govcmment groups have sent
representatives to the project’s maetmgs to hsten, comment occaszona}iy, and to foilcw
the: pro;ect s progress We wzil ccmtmue to: do thxs e TR UL

We commend the pm}ect fcar opemng up its process to the buszncss commumty We
believe the only. way to. accamphsh a workable and equitable new sales tax: system in
two years or less, is by engaging all stakeholders... NLC understands that if tax
simplification is not completed quickly and successfully, we stand to lose many of our
local brick and mortar stores as they convert to-dot.coms in orderto'compete in the
market place. We do not want to lose the economic viability of our retail sectors and the
many contributions made by our local businesses to the quality of life inour
communities.-NLC alsounderstands that the business community will play a key rolein
_-gamering legislative support for the ngcct ‘We need business to work with us in'the:
_state }egisiaiure$ and in Congrass Without the fuli: engagcmf:nt of the bnsmf:ss secter
this Pro;act will not succeed m’ becnmmg state iaw el L

At the project s rccent bneﬁng in Chwago on. September 6 representatwes ofthe
governors as well as local governments were provided:with a very informative update on
the progress of the project, and today we look forward to hearing the business '
community’s thoughts and reactions to the progress of simplification so far. We
understand that in a perfect world, business would prefer to see one blended rate per
state... So we are very appreciative of business’ acknowledgement that failure to accept -
multlpie rates, due to the locai home mie Optmn engoyed by many Oitlt’":s could deom the '
pn}jeg’{ - ; I o . : :

Cleaﬂy therc wﬂi bﬂ hu:dlcs ahead but 1f we can craﬁ a sciutlcn to create a Zevel piaymg
field for business and remove most of the unnecessary burdens of today’s sales tax :
systems, we may be able to prevent federal preemption of state and local taxing authority
and preserve an essential source of state and k)cai revente.
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National League of Cities’ Testimony
Page Four

We all recognize the importance of completing this streamlining project. From the. -~
standpoint of the nation’s cities, we need and want-ocal businesses to choose to remain-
in our communities and not shift their business transactions to dot.coms on the Internet.
NLC urges the project to continue to work toward simplification while preserving local
option sales taxes. There are cities in at least eight states that would lose considerable
revenue if not-allowed to collect local: option taxes.: The support and coo;aeraiwn af all g
cztles wzil be- eﬁsermai to success: of the prc;ect ST PR S L

“NLC understands that the iject is si;mgglmg wath deﬁmnans and is leamng toward
requiring each state to have a uniform tax base. However, we would: encourage the *
Project to try to ensure that definitions are as broad as possﬂ::}e Onthei issue-ofa umform
tax base, 1 assume this woiild be. a uniform base for each state. If this is correct; couid a
state combine:its base with the ex1stmg local bases, and then let the tax collection
software deal with-what is‘in the state base and the local base? Tt should be duly noted
that many:-cities have both: different and broader tax bases than their respﬂctwe states; and
many local and regional facilities and programs are funded with local option tax :
revenues. There are billions of dolats:in bonds that have been underwntten wuh the o
anticzpated revenues: fmm Iocal opt;cn taxes. S ST s
We beheve that hmﬁmg the ﬁumber af tzmes a year states ané iocal gavments can”
make changes to their respective tax. codes is essential for tax simplification. These -

... changes would include jurisdictional baundanes, exemptions; and local rates, and .

; p{}ssabiy cthars Aithaugh. many cities wnuld prefer to administer their own tax coﬁecnon
systems, we recognize that for purposes’ ‘of true- szmphﬁcatxon, the states may beinthe -
best position to administer the new streamlined tax system. I must caution you that many
cities fear that their respective states may niot remit to them:their proper share of the sales
taxes collected. ‘The states must work closely with their cities to dispel this'concern.  Let
me repeat ... This project will be seriously called into question if the fiscal needs of local
governments are not addressed fairly. -States have the inherent abxilty to make themselves
financially whole through their taxing authority. Local governments, in most instances,
do not. We atthe local level need a firm commitment from the states participating in this

Project that the fiscal needs of local governments-will not be left behind. NLC "~

recognizes that tax reform is needed in the areas of consumer sales and

telecommunications. However, these reforms, at the state level, should not undermme

the needs of our mmumues and the iecai gevamments entrusted wﬁh prevzdmg o

services. - D o : _

Aiso, as NLC’S policy calls for employing various approaches to tax simplification, we
support the Project’s proposed models for integrating advanced technology into the sales
tax collection process to eliminate as much as possible the seller’s sales tax burden. The
technological component is key to the Project’s implementation.
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Let me close by once again commending the work of the Project, and urging all
stakeholders to work together to accomplish this new tax system. Thank you for this
opportunity to share NLC’s concerns about sales tax simplification, and I welcome any
questions that you may have.
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Streamlined Sales Tax Project
Statement on Behalf of Pitney Bowes Inc.

By Joseph M. Ercolano
Director, Government Affairs
Friday, September 29, 2000

I apprecaate the oppeﬂ:umty to ma.ke thcse brief rcmarks mlated 10 thc work of the Wark
Group on Business and Technology models. -Pitney Bowes is pleased to be participating
in the Streamlmed Sales Tax project pilot program. We support the project’s goal,
which is to design and implement a simplified sales tax collection system that can be
used by traditional retail vendors and vendors involved in e-commerce.

Pitney Bowes will actually participate in two contracts, teaming with two different firms

who will provide tax compliance software. In both contracts, Pitney Bowes will provide

funds management, reconcile merchant and tax calculator records, aggregate payments to
statcs and preparc necessary docmnentatwn

Patney Bowes has a 3ong hlstery asa’ ﬁ.znés managmem prev:tder thney Bowes Postage'
By Phone® system, introduced in 1979, collects over $12 billion in postage funds yearly
for the United States Postage Service, all without a penny in lost funds. Postage By
Phone® is in-use in 15 countries around the world. Pitney Bowesis also a leadmg
developer of encryption and secunty technelegxes

part of a system that wﬂ} s::mphfy the tax collection process for both state governments
and merchants of any size. Qur technology solution will offer a win-win for both
merchants and the states, as they share a common goal of reducing the administrative
burden of collection, remittance, and reconciliation. In conjunction with our partners, we
will help reduce costs and save valuable time for our customers.

Thank you for the opportunity to offer our comment on this important project.
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TOYS A US’

- September 27, 2000+ ¢

Madam and Mr. Chairpersons,
' Representatives of the Participating and Obsarvmg states
Specnm Guests ancf Aﬁendees

My name is Rﬂbeﬂ Jenner and l am the Manager of Non Income Taxes for Toys “R” Us Inc. Toys

“R*Us’is'a company that sells‘toys; children’s ¢ lothing, baby products and other productsto the

public through: approx&mateiy 1,000 retail stores located in 49 states and an internet subsidiary.
Toys “R” Us stores operate under the names of Toys “R™Us, Kids “R” Us, Babies “R” Us and
Imaginarium Toys Centers, Collectively these stcres co!ieci and remlt over $600 million of sates tax
revenue: to the states onan annuai bas;s ------ BT e _

i am pieased to report 1o you that taday s proposais made by members of the Streamhne Sales Tax

<Project-are well received by Toys *R" Us'and that these proposals are positive and i mportant sieps
.toward:a fair, workable and simplified sales tax system. ‘We commend the Streamline Sales Tax

Project members for recognizing the importance of having BOTH state and business participate in

the process of craﬁmg standardized cance;zts and definitions.. We also appreciate the factthatthe -
“state. representatives have been open and reseptwe to our suggestmns comments and concerns,

The professional and -open dialog between all participants involved in these past working group
meetmgs encourages our ccntmued commdment and support of thiS prmect

Specrfsca iy, we wcuid i;ke to pomt oui some extremeiy pos:tsve rac:nmmandataons in tcday s

: pmpcsai :

' The admmastrat:on of tax exem" t;m:s ctalmed b : custamers The mmtmzzed

¥ .-:nformatlan and “good faith” standards in teﬁay 5 proposai are a significant step forward for

o ‘many retailers. Toys *R" Us currently retains sa'much paper related to these types of sales that

we measure it in cubic yards. The proposals put forth today will alliow us to maintain this
information electronically and in a much more usable form for state review. In addition, since

~the majority of these requests come during the holiday sales’ season, these changes will
-significantly benefit the s;aeed of our stere operatzons at the cash regaster to the pfeasure of our
-guesis am store assocfatas

Unifarm bad debt reambursement far sa%es taxes remitted. Th;s ;areposai is a
very pasmve step forward in business faimess. Today s proposal’ standardtzes atrue inequity
between businesses and statesquickly, fairly and i ina simplified manner.” While most states

address this issue in'some manner, the documentafion, methcd of c!asm and ttme 19 o
reimbursement canwvary greatly from state to state.’ e o
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. Tax. raie-mundmg gnnmgies' Thzs 'propasai is a blessmg to those of us who
spend many hcurs coding unique tax rate breaking points and register rate tabies _31 is a clear
step fcmard in easzng an adm mstrahve burden and business costs .

The above proposals clearly indicate the open ihmk;ng and willingness of the members of the
Streamline Sales Tax Project to address difficult issues in a fair, workable and snmphf;ed manner.
Toys “R” Us supports the continued evolution of these proposals and looks forward:to participating

in the difficult work aheati

Toys "R" Us atso wou!d Eake to remforce our commatment to assist in the foilowmg issues that have
yet to be addressed or resolved by the Streamime Saies Tax Pro;eci

_The continued progress toward “a level. la. in f‘ eid” IS of cnhcal lmportant
to this company As stated in the September 7,.2000 press release by | the Steamline Sales Tax
Pra;ect “The goai of the Project is to.design and :mpiement a ssmpf:ﬁed sales tax collection
- system that can be used by i traditional brick and mortar vendors and vendors involved in e-:

. -commerce.” Itis our. belief that the Steamtine: Sales Tax' Pro;ect' .ti';e *next step™in progressing -
~states toward to a fair, werkable and simplified sales tax system that is necessary for ST S
congress;ona approva 1o reqmre remote: selie;'s zo also: colke:.:t saies taxes

. The contmued develo ment of standardized daf‘ mtmns State statutcry
terms vary for tangible personal property, services and d;gatszed items. Many of the definitions
.used by.states within their current statues to identify taxable or.exempt sales are far from
. uniform-and create.one of the argest and most dafﬁcu!t areas for:this project to: address.: The
vinability.to address the myriad of state statutory terms-in Phase 1 model legislation will hinder
_ seme of the state legislatures’in their.ability to interpret HOW the Phase 1 legislation will.be
| d into.their existing. state sales tax system. The State ragresentat;ves should be
these kmds mf dlfﬁcuit;es m ﬁ'sezr hcme' "‘tate and st" rt.‘deve epmg plans to

'.":_-addras.s thern,

It should also be reuterated that the Projeci |s attempimg to gam standardlzatlon of state terms
and definitions, but the Pro;ect is NOT atternpting to seek: standardization of gach state’s tax
base {what is: Laxabia or exempt). -States have and will continue: to determine what gc}ociﬁ and
services they choose totax or not tax. In the future, it is desired that they would make these
__decmsens from a list of standardized terms and definitions.. The state- legislators and other -
officials. often misunderstand this fine distinction aboutthe intentions of this project. To avoid
.this m;sunéerstandmg, th;s d;stmctmn shc;uid be c:ommumcated loud aﬂd ciear te ail mterested
pames i B e e o - : :

Thare wai# Esr.: be many cases zciamaﬁad where umque bus iness 5ectars need ts be contacted to
reach.a. truly fair, workable and standardized gmup of definitions.. For example:-oil and gas
industry, repair, maintenance and installation services, medical items and over the counter
tfrugs real ;arcperty canstruéhen and mnovataon ngress toward standardzzed statutory

. wouid enccu;'age :h 1 m}ect ta iay r:;ut at'f agenda 0¥ def‘ nmfzﬂs ﬁ'aat pian to be addressed an the
Phase 2 model legislation and contact business sectors as soon as possible fo-submit. -
h backgrouﬁd material and recemmendahcﬂs tothe workgroup for review and consi deraiaon
This will dramatically increase the likelihood of mutually agreeable language and speed up the
process of definition development.
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. Coordination with States’ legisiative bodies. Toys “R" Us also rec;ogn_ize .that

today's propesals are a long way from becoming law. Once the Phase 1 model iegisiatsun is
finalized, again we foresee the need for the state and business. commumt;es to join forces to
shepherd these reforms through each state’s legislative process. “This task should not be
understated or go unaddressed by this project. We would encourage all participants, state and
business, o start “setting the stage” for the effort of trans%atmg standardized concepts and
model legislation into the political langliage and explanations necessary to receive the support
of each state’s legislature. The number of states that adopt these simplified reforms wili be the
true measure of this pro;ec:t 5 SUCCESS. - :

Un:form vendo;' com ensatnon far mode!s two and.three. Toys “R" Us and
other retailers clearly see this issue as a chal!enge {o this project. it is also one of the most
important issues necessary to gain wide spread retalier support of modei Eegzsiataon as we move

_ mto the state by state approvai chalianges . _ _

A stated goal of this project is to encourage the voluntary tax coliection by many non-required
sellers, thereby significantly increasing state tax collections. Given that goal, states should view
-1 the'reinstitution of fair vendor compensahon as a reasoniable request, offset by the plethera 'of
increased tax revenue from these new Coliection agents. Several years ago'many states
. provided: for vendor compensation, however-budget constraints encouraged states to.
significantly reduce or discontinue them: We encourage the’ Project to address this issue with
.the same high standards of fairness and uniformity that has resulted in today’s other proposals.

“In closing, Toys "R” Us praises the Streamlined Sales Tax Project members for the proposais put
~ forth today. We greatly appreciate the Project member s interest in our views on the various
subjects effecting our respcnssb;uties to'the states and look forward to continued open dialog. With
the Phase 1 model legislation reflecting today’s proposals, the state and business communities will
- start preparing plans to shepherd this package through each state’s unique legislative process in
2001 The Projectmembers have made significant progress in many-areas of this enormous”
wundertaking. - There is a great deal more work to be dorie-and a great many more people to.get -
-'mvc;lveci We look fcrward io worksng wzth the Streamime Saies Tax F*re;ect members in ’-the futwe

Thank you

Robert Jenner

Manager, Non- income Taxes

Toys “R" Us, l_nc

225 Summit Ave.

Montvale, NJ 07645-1523 =
201-802-5521
jennerb@toysrus.com
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| WALMART ANB M?ORT THE GQALS OF TI-IE -
: STREAMLIKED SALES TAK PRQJECT e e

Statement of Bav:d Builmgton
Vice President of Taxes, Wal-Mart Stores, Inc.
Befare the Strcamlmed Saies Tax Preject = September 29 2006
"Wath great interest and sxcmﬁcant ﬁnanmai stake in both 1memez sales and. our exxstmo s‘mre
operations, Wal- Mart and the other member companies of the Intematmnal ‘Mass Retail Association
_(IMRA) app}aud the efforts, underway by way of the Streamhned Sales Tax Pro_;cct N —

: IMRA is. an aihance »of retaxlers and thmr pmduct anci servme suppiwrs {hat is cemm;tted te bnngmo 3
price- campetmve vaiue to the world's consumers. IMRA represents over 200 retail companies, -
which operate more than 133;000 stores worldwide and have sales of over $450 billion annually.

“IMRA represents’ over 600 su;apher campames with sales’ tmahng over $600 billion per year. .

“Together, IMRA'S membership represents over $1 trillion iri sales and employs millions of workers.

IMRA and ‘Wal-Mart are among - the fcundmg members of ths e»Faamess Coalmcn——a ceahncm ﬂxat |
___advocates fmmess for busmesses and consumers, and whmh supports a level playmg field thaz
ensures t’hat consumers are treaied fazrly no matter where thcy choosc to. shop :

Wal~Man and IMRA support a Icvel piaymg ﬁeid fcr busmesses ami censumers We sapport alevel
playmg ﬁe}d that ensures consumers are treated faarly no matter where zhey choose to shop. Weare
. opposed to new: and dissnmmatery taxes on'the’ J{me:me:t itself. We are simply talking abeut t}}e -

“fairest, most efficient way to collect existing taxes. We believe that simplification and - -
standardization across state lines are essential to achieving a level playing field.

We hope the tame has finally arrived for all the stakeholders affected to work together to create and
pass the necessary state-by-state legislation necessary for creating a systﬁm that can create the basis
for an eventual across-the-board collection requirement. Sound economic policy ina free enterpnse
eccnemy requires equai tax treatment of the different channels of retail distribution. The. existing -
state sales tax rules, as constrained by Supreme Court decisions issued well before eCommerce, have
created two fields of retail competition. On one playing field, brick-and-mortar retail stores;:both
small and large, are required to collect sales tax on behalf of states and localities. On the other, the
largely unenforceable rules applicable to remote sales do nothing more than encourage consumers to
voluntarily pay the use tax equivalent of a sales tax. As we all know, the use tax is easily ignored.
The “pricing” advantage created is real in the consumer’s mind—-why else would one remote seller’s
ad during last year’s holiday season display the caption “Free Sales Tax™?

As to that eventual across-the-board collection requirement, | testified in April before the Senate
Commerce Committee that Congress may fairly require Internet and other remote sellers to collect
and remit sales or use taxes, and that simplification is the key, coupled with technology. There will
always be those that will dismiss your efforts as falling short, as not going far enough. Our review




- of your-proposal indicates that tremendous strides-have been made toward a more workable system,
eventoward many of those s:mphficatmn gaa}s set: forth by the Adwsory Commlsszon on Electronic

Commerce

| . Whe would have thcught thiS tame a: year age that 27 sta’ies wouid be well on thear way to:
. Electremc reglstranon for out-of~state retaxiers ' " - N

. A umform return,

. _'Electromc ﬁlmg of retums N

_.°  A standard: format for remxttanccs

- _ Resmctzons on the frequency of rate changes and _

. o :_ ":Seiier hoki han'ﬂless protectton far rehance upon an exemptmn cemﬁcatc

And these are oniy a few of the changes bemg proposed by the Project. In an effort to help the -
Project arrive at m_ea_nmgfui proposals, Wal-Mart committed its resources and significant insight into
all of the state systems. I want to publicly thank my Director of Sales and Use Taxes, Warren
Townsend, who has tirelessly participated in your working group efforts. Admittedly, we did not get
included in the proposals everything we and other participating retailers recommended, but by being
a constructive part of the process to create workable solutions, we better understand and appreciate
the realities of setting out to make change.

None of you should be discouraged by the remarks that will certainly come forth from those that are

- totally committed to blocking an across-the-board collection obligation. Nor should anyone be
"'_.dzscouragzd by | the effort that must be undertaken to create the necessary changes in this area. Your
"efforts here are manumentai as is ‘the overaii legzsiatwe task ahead ‘Realistically, this fail £ efferts '
‘are only a first step. But they are part of a necessary first step.  Followed through to completion,
passage of the necessary legislation and implementation, the Project will show the commitment and
resolve of the states to undertake significant change.

We strongly believe that Congress will in short order reward those states that have taken the hard
steps in their legislatures to create a simplified system. We must caution, however, that the
Streamlined proposals, thus far, do not meet all of the required criteria set forth in legislation that has
been introduced in both the Senate and House by strong supporters of an across-the-board collection
requirement. At some point, these differences must be reconciled, as the ultimate goal of across-the-
board collection will not come to pass without Congressional approval.

We encourage the states that have not yet committed to the Project to make that commitment.
Noticeably absent as Project members are the half dozen states that are staking their claim around
everything Internet—all with the stated aim of attracting as much dot-com headquaﬁer businesses as
possible. When appropriately examined in the light of sound tax and economic policy, nothing
within the Streamlined Sales Tax Project hinders the growth of the Internet and the supporting high-
tech or telecommunications industries.



~Now for the plea that I have made publicly on-a number of occasions: The five states: that:allow local
- administration, collection and-audit of the local jurisdiction’s tax should not view the Project-and it’s
associated technology as a fix-all. In compliance and audit matters, we spend almost as. much time

on behalf of these five states and their locales as we do for all the other states combined. Please, for

those of you representing these states'{several are not represented here), help us carry the-message to
your legislatures to take the even tougher steps needed to achieve uniformity within your state. Why
should food be defined and taxed differently at the city, county or parish ]evel than at the state level?

Do not be misled that the technology solutions envisioned as part of the iject are ends wathm
themselves. Those committed to maintaining the status quo have made substantial simplification as
the price of getting a mandatory coliection obligation through Congress. We must all stay the course
on achieving meaningful uniformity and simplification in the bills the various state houses will soon
be asked to-pass. Yes, technology solutions should be encouraged as part of encouraging significant
and rapid movement:toward: mm;pier systems with greate:r consistency across state lines. ‘But I urge’
~ you, by all. means, do not give. up even. 1f Congress sho*u}d ms;st on yet a few more pamful steps

_ taward sxmphﬁcanen ' SR . R




DRAFT-—SUBJECT TO MINOR REVISION

September 27,2000
- COMMITTEE ON STATE TAXATION
‘Oral Testimony to the Streamlined Sales Tax Project -

Chairperson' Collins; Chairperson Hardt, and other members of the Project, thank you for
allowing me to present COST’s comments today. I am Diann Smith, General Counsel for the
Committee on State Taxation. COST is a non-profit trade association organized in 1969 whose
membership consists of 540 multistate companies. ‘COST’s ‘objective is to preserve and promote
equitable and nondiscriminatory state and local taxation. COST has been a leader in-addressing
the issues surrounding sales and use tax complexity and is enthusiastic about many of the
changes proposed by this Project. Today, I will briefly list the items in the “Proposals for
Consideration” that we can support and those about which we continue to have concerns.

First, let me compliment this Project on its clear effottsto craft a system that will truly be
simplified. While we may ultimately not be able to support specific conclusions of the Project,

the state participants have listened to our comments and have modified many of the proposalsas

- -aresult of these comments. We recognize the sincere effort that the state participants have made
and applaud it. - ST e R T e e

This Project has produced many proposals with which we have no current objection.

First, we support the local rate and boundary limitations and the hold harmless provision.
We note that vendors still need to be protected from overcollection liability risks.

Second, we support the uniformity in identifying tax jurisdictions, effective dates, and
rate calculation.

Third, we support the state provided jurisdiction databases utilizing zip plus 4 and the
default rules. It is important that the jurisdictional specificity rules apply to all vendors and that
no one industry has a greater burden.

Fourth, we support the electronic registration and encourage the Project to expand the
centralized registration to all vendors.

Fifth, we support the uniformity in returns and rules regarding due date, prepayment
calculation rules, and payment methods.



Sixth, we snpport the exemptaon admlmstratlon proposal We beheve thatthisisa
shining example of the state participants’ ability to question the current system and find an
easier, less cumbersome, more rational solution.

Seventh, we note that the sourcing rule has undergone a significant transformation and
we look forward to working with the-project-to-finalize a rule‘that-all interested parties can
support. Further, we find the Multiple Points of Use Rule a very innovative suggestion. The
MPU, however, should follow the same rules as the exemption certificate.

Recognizing the tremendous effort that was involved in undértaking this project, I now note the
proposals for which we continue to have concerns.

- First, the bad debt pmvzsmn disallows the deduction to assignees, thereby increasing the:

tax habzlity of businesses: in those states that. curremiy allow the deduction or credit. This - . ..

provision: should be revised to. preserve the status quo-at the very least. Ideally, this Project .. -
would revise the bad debt pmvasmn to allow the economic incidence of the tax to. fall on tha

appropnate party. .

Seccnd advemsmg remams a spﬁmai sonrcmg 1tem .Th1s prowsaon raises the specter i
that states not currently taxing advertising will do so. We believe that the advertising proposal is
an example of what this Project must be ever vigilant to avoid — an expansion of the tax base. To
the extent that the. output of this Project looks like an expansmn .the Pro;act risks defeat in:the
legm}atgres . e e S B

: *:'-_.In mnclusmn COS’I fmds that many of ihe Pmposa}s addressed by thls heanng are truiy

innovative and will rediice the administrative, financial, and legal burden for many vendors.
Some work remains, but we are confident that the Project participants will find an appropriate
solution to the concerns raised above. Thank you for the efforts expended in preparing these
proposals. '
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STREAMLINED SALES TAX PROJECT

September 29, 2000, Public Hearing Testimony
Prepared by David I. Clark

Good morning/afternoon. I appreciate the opportunity to make these comments 10 you.-
My name is David Clark.

I am an attorney and certified public accountant in private practice'in California. T have been
directly involved with tax issues for 26 years. I am the Chair of the Wage Base Conformity Task
Force of the Employment Taxes Committee, Section of Taxation, American Bar Association. I
am making these comments today as an individual. My comments have not been approved by
‘the Council of the Sectwn of Taxation or the. American Bar Association, and thus do not
represen’t the pehcy of elther the Association or the Section. R

In the mid-1980s, the predec&sser to the current Empioyment Taxes Committee of the ABA
Section of Taxation undertook a project to conform, or harmonize, the definition of “wages” for
federal payroll tax purposes, including federal income tax, the federal unemployment insurance
tax and social security (FIT, FUTA and FICA). I was the co-chair of that project.

The original project has gone through a number of iterations. It has been substantially expanded
to include all state taxing jurisdictions. It continues to exist in a draft legislative format as part of
the Simplified Tax and Wage Reporting System (STAWRS). The ABA has continued to

monitor its progress over the years. I have been parsonaliv 1moived off and on, beth d:rectly

E ami mdirecﬂy i xts deveiopmem Gver the entare pened ' bR S

The developmem of what has come to be known as the Harmomzed Waoe Code was aften
contentious, involving ~ as it did — stakeholders from federal, state and private backgrounds who
often had different goals. It obviously has been alengthy process, as well.

While that project addressed payroll tax issues, it development process is remarkably similar to
yours. Both projects have simplification, modernization and harmonization as goals. Both
envision the eventual use of a single form that an employer in our situation and a retailer In yours
can use to report the relevant tax obligation. Both have harmonization of definitions as a specific
goal.

As you know, I have attended and participated in the public sessions of four of your working
group meetings this year. Therefore, I make these observations from first hand experience.

First, I congratulate you on the speed with which you have reached the point where you are
today. It is clearly the result of the dedication and effort that you have put into the project.

Second, because many of the issues that you addressed and continue to address are difficult to
reconcile, the fact that you have reached consensus clearly indicates that parties have



compromised in the interest of reaching the common goals of simplification and modernization.
From my observation, the process has-been inclusive rather than exclusive. You have actively..
solicited public comment throughout the. process Discussion and debate has. conmstemly
oc:curred ma prefessmnai and coiieglal manner. - v R

In sum, I appiaud you on the rapidxty wzth whach ycu ach:eved th;s posﬁmn and commend you :
on the openness of the process by which you achieved it.




Before I begin, Fwould like to thank the members of this project for giving me the opportunity to
be here today. My name is Aaron Lilly. 1 am the Director of Technology Policy-at Americans
for Tax Reform. We are non-profit; non-partisan taxpayer advocates and serve as-a national -~
clearinghouse for the grassroots taxpayers’ movement by working with approximately 800 state-
and county-level nrgamzanons Americans for Tax Reform 15 wxdely regarded as the most
influential-taxpayer group in the country. - e e P

From our Taxpayer Protection Pledge to our wark on the Advisory Commission on Electronic
Commerce, we have advocated simple, fair and lower taxes since our inception in 1986. As your
analysis indicates, the complexity of state and local sales and use taxes 1s a very real problem.
With ‘more than 3,000 different taxing jurisdictions imposing taxing obligations and closer to
5,000 with the authority to impose sales or use taxes, interstate retailers face a daunting task in
complying with these ni ightmarish obhgatwns Iam pieased to see so many of you here tociay to

.address thas problem

Mcwmg toward one rate per state w1th uniform deﬁmtmas and remittance schedules would make
it easier for. taxpayers to identify which states share their commitment to lower taxes and less
government, but state and local autonomy is a high price to-pay for that kind of simplification.
Your analysis of the issues surrounding simplification of sales and use taxes raises many
concerns about the constitutionality of simplification efforts and the conflict between
simplification and autonomy, but fails to offer any viable solutions.

Your streamline efforts seem to operate on the underlying assumption that by creating a
simplified sales tax collection scheme would bring more companies into the system. However,

the system you describe in your white paper offers only limited benefits to those compames that

-~ already collect and remit sales’and use taxes, and: would be nothing more than a massive, new -
‘headache for those companies. that are not obligated 1o collect these-taxes. What incentive is
there for a company to take part in your streamline sales tax project after it moves out of the trial
phase? With so much uncertainty, and the high fixed costs associated with implementing thls
new system 1 am curious what incentive there is for staies to join this compact.

As | am sure you know, we do not support efforts by the government to export their collection
burden. If you are indeed concerned about the unfair collection obligation faced by bricks-and-
mortar retailers, the best solution to the problem is to remove that obligation. Contrary to your
suggestion that the Supreme Court created an uneven playing field with the Quill decision, they
actually opened the door for you to level the playing field by removing the collection obligation
from all retailers by collecting your own taxes. While the streamline state sales tax project
seems like a step in the right direction, I feel there is far too much emphasis on how to convince
interstate retailers to assume the burden of collecting use taxes, and far too /ittle emphasis on the
very real difficulties associated with a streamlined state sales tax system.

Your Certified Service Provider and Certified Automated System sound remarkably similar to
the Trusted Third Party scheme proposed to the Advisory Commission on Electronic Commerce.
That commission roundly rejected the idea of states outsourcing their sales tax collection. The
privacy implications of such a system are enormous. Under a Trusted Third Party or Certified



Service Provider system, retailers would collect an unprecedented amount of extremely personal
and sensitive information and turn it over to the Trusted Third Party. Although privacy concerns
are beyond the scope of this hearing, I would urge the members of this project to refer to the
record of the Advisory Commission on Electronic Commerce and be sure that thezr system
addresses the concerns raised by that commission. = £

These Trusted Third Party systems are nothing more than glorified and cleverly disguised
corporate welfare. Select firms would receive exclusive contracts to collect sales taxes on behalf
of the state and skim a little off the top for themselves. While the streamline state sales tax
project may offer some marginal benefits to interstate retailers that already face a collection
obligation, it seeks to dramatically expand the burden on retailers who presently do not have to
deal with the nightmare of sales and use tax collection and is absoiute]y abad deai for taxpayers.

As it stands right now, your streamline state sales tax project would raise our taxes zedav to pay

for a massive new bureaucracy in order to collect moré taxes tomorrow. At a time of record
surpluses on the federal, state and-local levels this would be a devastating blow to taxpayers. -
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Gcod Mx)mmg My name is Lioyd; _Looram I amia: Cemﬁed Pubhc Acceumam and thc
Managing Director of The Looram Consuhmg Greup, a boutique consulting firm based in Paim
Beach Gardens, Florida with an sxc}uszvc practice in the area of state and local taxation. The
Firm provides partner-level services to the global business community. Priorto forming the
Looram Censnmng Group, I was a firmwide tax partner with' Arthur Andersenbased in the
company’s New York City office with responsibility for its northeast region state and local tax
practice. Ihave worked exclusively in the field of state and location taxation for more than thirty
years,” My purpose for testifymg before you this moming is to address an issue of practical ~
concern to the at-large corporate business community. Those companies presently existing and
operatmg w1th1n yom' states toéay Those compames that are presenﬂy reglstered as taxpayers

" It 18 m:ﬁ my mient today to address any questmns or issues nsmg te the level of Constxtutmnai
muster or of a deep: thseore_tlcai nature.

I: w;li Jeave that task to calieagues and friends: far :more ‘competent than I, many of whom are in
attendance mday My testimony today is not at thc request of any specific company or client,
yet, it concerns an issue of great concern to all compames presently registered as taxpayers for
sales and use tax purposes in your states. The issue is-exemptions and in particular exemption
certificates, and the myriad of draconian rules, regulations and requirements for the collection,
retention, maintenance and administration thereof currently in existence throughout all of the
jurisdictions imposing a sales and/or use tax. As stated previously, this is an area of grave
concern and potentially devastating consequences.

Likewise, it is an area most likely not fully understood nor appreciated by those companies not
currently registered that you presently wish to tax. Existing sales and use tax exemptions are a
veritable patchwork quilt. They vary with each individual state and local taxing jurisdiction. An
exemption is a statutory provision which specifically provides exempt status to a product,
transaction, service or legal entity that would otherwise be subject to tax. It is primarily
determined by the category of the transaction, the taxability or exempt status of the parties
involved, or the nature of the entities selling or buying the products. Typically, as it is the states’
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position that all sales are taxable, to take advantage of an-.exemption, an exemption certificate
must be prepared by the entity making the purchase and filed with either the seller or the state. -

In general, exemptions fall into several types. Individual jurisdictions vary, and spectfic
situations invelvedin determining the proper application of the-exemption demand careful. -
review.: The f{)i}owmg is a list of some: examples of the more common exemptions

1.) Saies fbr Resaie fooiven S 10.) Unht’acs such as Gas and Electnc

2) Occasional, Isolated or 11.)  Machinery and Equipment used
Casual Sales in Manufacturing

3.)  Transferof Commoninterest- =~ 12:;) Off Shore Usage

4.y  Items Taxed by Other Law 13.) - Interstate Shipments

53 Governmental Entities - - 143 Enterprise Zones - .

6.) Religious, Educational and 15.)) Environmental and . .- -
Charitable Organizations Conservation Service

7.)  Health Care Items 16.)  Inter-Corporate Services

8.) Food and Food Producis 17.) Tﬁmporary Storage

9y =~ Agncuiture Items

Itis: laudable that the states mvolved with: the Streamimed Sa}es Tax iject {SSTP or thc
Project), both participating and observing, have designated a work group to specifically address
the issue of exemption adiinistration. Sadly, the suggested recommendations contained in the
White Paper released September 15, 2000 addressing the subject do not go far enough.

+As members of this Project, you have before yourselves a “once-in-a-lifetime” opportunity to do
- something momentous. - Now is not the time to retreat to roots embedded in years of audit
controversy. Now is the time to unshackle yourselves and all impacted taxpayers from the -
burdens of a system developed long before any one of us could have imagined or envisioned the
global economy 1in existence today. Now, is the time for bold action. To accomplish the goal to
simplify or streamline the system. Simply, do it.

Simplify the system. With regard to exemption certificates, let me suggest that you consider the
elimination of all paper or hard-copy certificates. Eliminate the requirement that a selling
company obtain the certificate, retain it and maintain and administer the certificate. (See, New
York State Resale Certificate, Exhibit A.) Eliminate the requirement that the selling company
must police the minute detail contained on the form. Eliminate the requirement that the forms
must be renewed annually.

Simultaneously, eliminate the requirement that the selling company is liable for tax, penalty and
interest when a certificate is either not found or found to be defective.

This is possibly the issue that antagonizes registered taxpayers the most. In addition, it is the
issue that frustrates state administrators when auditing a taxpayer’s compliance certificate
maintenance compliance. Establish a procedure that simply allows a purchaser to provide the
seller with a number that identifies it as a registered taxpayer or an exempt organization.
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Altematively for companies such as manufacturers simply let them:document through external -
indicia that an established:percentage of its sales are for resale and thus non-taxable.- -

Existing requirements are excessive-and burdensome and the states’ current-posture that. .
penalizes the selling company for thé payment of tax; penalty and interest when the hard-copy
document collected and maintained by the company does not meet the stringent requiréments of
the statute borders on harrassment. For example, the state of Connecticut uses forty (40)
different exemption certificates while Kansas utilizes at least tweniy~szx (26) different .
certificates and Kentucky. Zhas twenty»ﬁve (25). i RO

At the same time, the state of Hawaﬂ has three separate forms.dedicated to resaies whﬁe
California does not have:a formal resale certificate per se, but providesa suggested format that is
contained in a four page regu%azzen (See, Cahforma Reg. Sec. 1668 Resale Cemﬁcate Exhxbzt

B) This is unacceptable

% 3k K ok %

In conclusion, let me respectfully request that you consider the following recommendations:
eliminate all hard copy certificates; and, hold sellers harmiess in all instances. If you do this,
many of t.he remammg suggested recommendanons contamed n the work: group i thte Paper
are moot. s S W

Enclosed asa part of thls submlssmn are selected samples of some: ef th& various cemﬁcates m
existence today. You will note immediately the complete lack of consistency or uniformity. =
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